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ANALYSIS OF AUDIT REQUEST 


2009-106 
May 27, 2009 


I. AUDIT REQUEST 

Senators Lowenthal and Huff are requesting an audit of the California High-Speed 
Rail Authority (Authority) to assess its readiness to manage the billions of dollars 
in general obligation bonds the voters authorized in November 2008 to build this 
major infrastructure project. 

II. BACKGROUND 

In 1996 the State established the Authority to plan and contract to design, build, 
and operate an intercity high-speed rail system that would serve California's 
major population centers—Sacramento, the San Francisco Bay Area, the Central 
Valley. Los Angeles, the Inland Empire, Orange County, and San Diego. 

The Authority has a nine-member board, appointed by the Legislature and the 
governor, and a small core staff to support its operations and administration. Over 
the past 10 years, the Authority reports that it has completed a variety of studies 
and engaged in public and legislative debate in preparing for the high-speed rail 
system. Current cost estimates to build this infrastructure project is about 
$45 billion. According to the Authority's November 2008 Business Plan, the 
high-speed rail is poised to move toward construction. 

In November 2008 voters approved Proposition 1 A. wiiich allows the State to sell 
almost $10 billion in general obligation bonds for pre-construction and 
construction activities of the high-speed rail system. The bond proceeds are also 
intended to fund capital improvements of passenger rail systems to connect with 
the high-speed rail system. In general, approximately $9 billion of the bond funds 
may be used to provide 50 percent of the cost of construction, the remaining 
50 percent must come from other federal, state, local, or private sources. 


Analysis of Audit Request 
May 27, 2009 
Page 2 


2009-106 


Proposition 1A places other requirements on the project, including identifying the 
first phase of the rail project as the corridor between San Francisco and 
Los Angeles and Anaheim; allowing up to 10 percent of the bond funds to be used 
for environmental reviews, planning, preliminary engineering, and design; and 
limiting administrative costs to 2.5 percent. 

In addition to the nearly $10 billion in Proposition lA general obligation bonds, 
California’s high-speed rail is one of 10 projects eligible to receive a portion of 
the approximately $8 billion in American Recovery and Reinvestment Act funds 
this year and a portion of the additional $5 billion the federal government plans to 
allocate over the course of the next five years. 

The Authority uses private sector contractors for nearly all of its work. According 
to the Legislative Analyst, the governor's 2009-10 budget requests $125.2 million 
in Proposition lA bond money to fund the Authority’s activities, $123 million for 
consultant contracts, and the remainder for administrative costs. The consultant 
contracts include services such as project-level design and environmental review, 
program management services, financial planning and a public-private partnership 
program, and new ridership and revenue forecasts. 

The Senators are requesting the audit because they believe it is important to have 
an independent review of the Authority's systems for managing such a complex 
enterprise. 

III. AUDIT SCOPE AND OBJECTIVES 

The audit by the Bureau of State Audits will provide independently developed and 
verified information related to the Authority, will include, but not be limited to, 
the following: 

1. Review and evaluate the laws, rules, and regulations significant to the 
audit objectives. 

2. Determine if the Authority is structured to administer and manage the 
bond proceeds and any other funding in compliance with applicable laws, 
rules, and regulations. In addition, assess whether its processes and 
controls are transparent, provide accountability, and ensure the cost- 
effective use of public resources. 

3. Identify the steps the Authority’s governing board has taken to establish a 
process for strong project oversight. Assess whether such a process is 
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appropriate and sufficient for ensuring issues are raised and addressed 
regularly and ensuring that the scope, budget, and schedule for each 
project is on track. 

4. Review and evaluate the Authority's strategic plan to determine if its goals 
and objectives are reasonable. Assess how management is measuring its 
performance and whether the Authority is meeting its goals and objectives. 

5. Identify the Authority's funding sources for all major contracts over the 
past three years. 

6. Evaluate the Authority's contracting procedures and practices for 
awarding, managing, and monitoring contracts, including procedures to 
determine the need for contract services, to select contractors, and to 
measure the performance of contractors. 

7. Determine the Authority's controls to ensure the appropriateness and 
accuracy of contract payments. Further, review a sample of contracts and 
paid invoices to ensure they comply with applicable policies, procedures, 
and controls. 

8. Identify the Authority's e.xpenditures over the past three years. For a 
sample of these expenditures, determine if they were reasonable and align 
with the goals and objectives of the Authority. 

9. Review and assess any other issues that are significant to the effective and 
efficient management of the resources of the Authority. 

IV. OTHER WORK IN THE GENERAL AREA 

None 

V. RESOURCE REQUIREMENTS 

We estimate that this audit would require approximately 1.870 hours of audit 
work at a cost of approximately $168,300 plus travel and administrative expenses 
and the possible costs related to an outside consultant, if necessary. We will 
conduct this audit using our existing budget authority to the extent funding is 
available for audits approved by the Joint Legislative Audit Committee. 
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VI. REQUIRED DATE OF COMPLETION 

Senators Lowenthal and Huff did not request a completion date for this audit. 

ELAINE M. HOWLE, CPA 
State Auditor 


2009-106 
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De^ar Ms- Hubei: 

Last November, California voters appro'i'ed the Safe, Reliable High-Speed Raii Boiid 
Acwhich authorizes the sale of up to $9 billion in genera! obligation bonds for die 
California Mgh-speec'. rail project. During the ten years preceding the approval of the 
bonds, the Califc'mia High-Speed flail Authority (HS.R^v) prepai'cd program 
en'i'iro:riir-ental reviev/ documents tor the cotridors in 'ivnicci it intends to operate f>ct ' tee. 

In addition, die HSRA retai.ned a fiixn to manage the entire program as well as several 
en;',ineeiin!> films to prepare conidoi specific en\ironmenial documents and preiirnmary 
engineering films. Tl^e HSRA believes i: is best .served by maintaining a minimal state 
staff and relying upon private engineering firms to provide project management sen ices 
and erigiiieeiing and environmental senlces. It is unclear if tliis airangement is worhtng 
well <:i: is in the best intei'est of the- istate. 

Because the high-speed rail prcject, ’Vliich is estimated to cost over $40 billion at. build¬ 
out. ii die largest infrastructure p>toject ever undertal'ccn by the state, I believe it h 
im ioitaal to hive an bdependent rev iew of the HSRa’s systems for managing .such a 
complex enterprise. To t.hi.s end, i am requesting your committee to authorize the Bureau 
of State Audi’:;) to peitbrnt .an audit of die HSRA authority. Among the que-Aiona ihut 1 
wculc' likeiJ addressed diLring the audit are tollowlng: 

* Has me HSFL-V estaolished a .itructiao to £.dmi:iistcr and manage the billioos of 
(iollais ir.: bond proceeds r uijhonaed by the voters m tlie November 200S eie :tion 
lb.a.t is nansostent. jiTOvides for accountabiliD’. and ensues tire cost-effeci-ivi-. u^e 
opu :'lic reijocxces' 

« H a.s t;bc goveming board of the I-fSR-A structured itself to proiade sp-ong 

oversighi? For -sxar.iple, has the board created a raanagement comminee i.o l e^'icw 
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management issues on a scheduled basis? Does the staff report to the board 
monthly or quarterly on the status of scope, budget and schedule of its 
manageiiicnt contiaot and for each of its prime contracts'? V.Tiat was its funding 
stream for the past three years? 

• How does the authority iuu'..age and monitor its contracts? For example, Ito'v 
does it detem ine the need fo)' contract ser-’ices, select contractors, n'leasure the 
performance of contractors, and aetermiae the accuracy and reasonableness ot 
contract im^oices';' 

• 'd/hat were the expenditures of the authority' 0 ’. er the last three years? Were the 
expendiuwes reasonabl)' imlced to advancing me goals and objectives of the 
authority as u'ell as the intent of the bond initiative? 

• Does the authority liave a strategic plan? If so, is it meeting its goals and 
objectives? How does management advance the goals and objectives of tlie 
authority and measme its perfonriance? 

• Othei issues that the Auditor believes are important and geraiane to this request, 
should be analyzed. 

'n-jird; you for yom cemsideration of this reque.st. 


Sincerely, 



Alan Lcwcnthal 
Cli-ciir 


<( 



Vice-Chair 


